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WRPL[HGDFWLRQV1RWHWKDW
WKHVKRUWUXQSOD\HUMREVHUYHVWKHSXEOLFLQIRUPDWLRQDWWEXWQRWWKHSULYDWHKLVWRU\FRUUHV
SRQGLQJWRWKHSOD\RIKLVSUHGHFHVVRUV+RZHYHUIRUWKHFODVVRIHTXLOLEULDZHZLOOFRQVLGHUWKLV
DVVXPSWLRQGRHVQRWPDWWHU
(DFKVWUDWHJ\SURILOHJHQHUDWHVSUREDELOLW\GLVWULEXWLRQVRYHUKLVWRULHVLQWKHREYLRXVZD\
DQGWKXVDOVRJHQHUDWHVDGLVWULEXWLRQRYHUKLVWRULHVRIWKHSOD\HUV
SHUSHULRGSD\RIIV
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2XUIRFXVLVRQDVSHFLDOFODVVRIWKH1DVKHTXLOLEULDWKDWZHFDOOSHUIHFWSXEOLFHTXLOLEULD$
VWUDWHJ\IRUORQJUXQSOD\HULLVSXEOLFLIDWHDFKWLPHWLWGHSHQGVRQO\RQWKHSXEOLFLQIRUPDWLRQ
KWDQGQRWRQWKHSULYDWHLQIRUPDWLRQKLW$SHUIHFWSXEOLFHTXLOLEULXPLVDSURILOHRISXEOLF
VWUDWHJLHVVXFKWKDWDWHYHU\GDWHWDQGIRUHYHU\KLVWRU\KWWKHVWUDWHJLHVDUHD1DVK
HTXLOLEULXPIURPWKDWGDWHRQ1RWHWKDWLQDSXEOLFHTXLOLEULXPWKHSOD\HUV
EHOLHIVDERXWHDFK
RWKHUV
SDVWSOD\DUHLUUHOHYDQW1RPDWWHUKRZSOD\HULSOD\VDOOQRGHVLQWKHVDPHLQIRUPDWLRQ
VHWIRULDWWKHEHJLQQLQJRISHULRGWOHDGWRWKHVDPHSUREDELOLW\GLVWULEXWLRQRYHURWKHUSOD\HU
V
FXUUHQWDQGIXWXUHSOD\2QHFRQVHTXHQFHRIWKLVLVWKDWWKHDVVXPSWLRQWKDWVKRUWUXQSOD\HUVGR
QRWREVHUYHWKHSULYDWHLQIRUPDWLRQRIHDUOLHUVKRUWUXQSOD\HUVLVLUUHOHYDQW7KHRWKHULVWKDW
ZKHQZHGHILQHSHUIHFWLRQLWPDGHVHQVHWRVSHDNRI1DVKHTXLOLEULXPDVWKRXJKHDFKSHULRG
EHJDQDQHZVXEJDPH
,WLVHDV\WRVKRZWKDWSHUIHFWSXEOLFHTXLOLEULDDUHVHTXHQWLDODQGWKDWWKHVHWRISXEOLF
HTXLOLEULXPSD\RIIVLVVWDWLRQDU\WKDWLVWKHVHWRISHUIHFWSXEOLFHTXLOLEULXPSD\RIIVLQDQ\SHULRG
WDQGIRUDQ\SXEOLFKLVWRU\KWLVLQGHSHQGHQWRIWDQGKW+RZHYHUZKHQWKHSOD\HUV

DFWLRQVDUHQRWSHUIHFWO\REVHUYHGWKHUHPD\EHVHTXHQWLDOHTXLOLEULXPSD\RIIVWKDWDUHQRW
REWDLQDEOHZLWKSXEOLFVWUDWHJLHV:LWKREVHUYHGDFWLRQVDOOHTXLOLEULDDUHSXEOLF
,QDQ\SHULRGWRIDSXEOLFHTXLOLEULDWKHSOD\HUV
SHULRGWPL[HGDFWLRQV KWDUH
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HTXLOLEULXPHDFKSHULRG
VPL[HGDFWLRQPXVWOLHLQWKHJUDSKRI%7KLVQHHGQRWEHWUXHRIWKH
VHTXHQWLDOHTXLOLEULDWKDWDUHQRWSXEOLFIRUVXEVHWVRIWKHSOD\HUVFDQXVHWKHLUNQRZOHGJHRIWKHLU
RZQSDVWDFWLRQVWRFRUUHODWHWKHLUSOD\6HH)XGHQEHUJ/HYLQHDQG0DVNLQ>@IRUDQH[DPSOH
RIWKHZD\WKLVFRUUHODWLRQFDQJHQHUDWHDGGLWLRQDOHTXLOLEULXPSD\RIIV
:HGHILQH( Ì5/WREHWKHVHWRIDYHUDJHSUHVHQWYDOXHVIRUWKHORQJUXQSOD\HUWKDW
FDQDULVHLQSHUIHFWSXEOLFHTXLOLEULDZKHQWKHGLVFRXQWIDFWRULV :HGHILQH9WREHWKHVXEVHW
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\
VH[LVWZHVD\WKDWYLV
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  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KDYHWKHFORVHGJUDSKSURSHUW\KDOIVSDFHV
DUHQRWFRPSDFWVRWKHVHWRISD\RIIVHQIRUFHDEOHZLWKFRQWLQXDWLRQVRQDJLYHQKDOIVSDFHLVQRW
JHQHUDOO\XSSHUKHPLFRQWLQXRXVLQ 
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'HILQLWLRQ4 Ç￿ ￿+￿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1RWHWKDW4LVFRQYH[DQGWKDWHDFKSRLQWTRQWKHERXQGDU\RI4LVHQIRUFHDEOHRQDOORIWKH
KDOIVSDFHVWKDWDUHWDQJHQWWR4DWT
7KHRUHPL)RUDOO ( Ì4   
LL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$3DUWQHUVKLS*DPH
2XUILUVWDSSOLFDWLRQRI7KHRUHPZLOOEHWRDJDPHLQYROYLQJRQO\ORQJUXQSOD\HUV,ID
GHYLDWLRQE\HDFKSOD\HUFDQEHVWDWLVWLFDOO\GLVWLQJXLVKHGIURPWKDWRIDQ\RWKHUSOD\HULWLVDQ
LPSOLFWLRQRI7KHRUHPWKDWWKHIRONWKHRUHPKROGVDQGLQGHHGWKLVKDVEHHQVKRZQE\)XGHQ
EHUJ/HYLQHDQG0DVNLQ>@7KLVOHDGVXVWRVWXG\DSDUWQHUVKLSH[DPSOHLQZKLFKGHYLDWLRQV
E\GLIIHUHQWSOD\HUVFDQQRWEHGLVWLQJXLVKHGDQGRQHFORVHO\UHODWHGWRWKHH[DPSOHRI5DGQHU
0\HUVRQDQG0DVNLQ>@LQZKLFKWKHIRONWKHRUHPLVNQRZQWRIDLOZLWKGLVFRXQWLQJ
+RZHYHUZKLOH5DGQHU0\HUVRQDQG0DVNLQVKRZHGWKDWWKHIRONWKHRUHPIDLOHGWKH\GLGQRW
VKRZZKDWWKHDFWXDOVHWRIOLPLWHTXLOLEULXPSD\RIIVLVZKLFKRXUDOJRULWKPHQDEOHVXVWRGR
7KHH[DPSOHZHVWXG\LVDWZRSOD\HUSDUWQHUVKLSJDPH(DFKLGHQWLFDOSDUWQHUPXVW
FKRRVHRQHRIWZRHIIRUWOHYHOVDL RU2XWSXWSHUSHUVRQLVHLWKHURU7KHSUREDELOLW\RI
WKHKLJKRXWSXWOHYHOLV
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WKHDGGLWLYLW\LVLPSRUWDQWDVZHGLVFXVVEHORZ(IIRUWLVXQREVHUYHGVRHDFKSOD\HU
V
SULYDWHVLJQDO]LLVLGHQWLILHGZLWKKLVDFWLRQSHUFDSLWDRXWSXWLVSXEOLFO\REVHUYHG(IIRUWKDVD
GLVXWLOLW\TVRSD\RIIVDUH
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:HDVVXPHS£TVRWKDWWKHHIIRUWOHYHOLVWKHXQLTXHGRPLQDQWVWUDWHJ\1DVKHTXLOLEULXPLQ
WKHVWDJHJDPH:HDOVRDVVXPHT£SVRWKDWERWKSDUWQHUVSURYLGLQJHIIRUWPD[LPL]HVWKH
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+RZHYHUZHNQRZWKDWEHFDXVHLQYHVWRUVDUHLQGLYLGXDOO\UDWLRQDOLQDQ\HTXLOLEULXPYL£[vI
,WIROORZVIURP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WKDW
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,ISLWWKHQIROORZVWKDWHYHU\SHULRGLQZKLFKWKHUHLVIXOOHPSOR\PHQWWKHUHLVSUREDELOLW\
SWKDWWKHFRQWLQXDWLRQSUHVHQWYDOXHGURSVE\DWOHDVW  [v%\DVVXPSWLRQWKH
FRQWLQXDWLRQHTXLOLEULXPZLWKSUHVHQWYDOXHZLDOVRKDVIXOOHPSOR\PHQW7KLVFDQRFFXURQO\
DIL[HGQXPEHURIWLPHV7WKHQXPEHUGHSHQGLQJRQWKHGLVFRXQWIDFWRUEHIRUHWKHFRQVWUDLQW
ZL³LVYLRODWHG6LQFHWKHSUREDELOLW\WKDWWKLVKDSSHQVLVS7WKHUHLVDSRVLWLYH
SUREDELOLW\WKDWWKHUHLVOHVVWKDQIXOOHPSOR\PHQW:HFRQFOXGHWKDWZLWKPRUDOKD]DUG
XQHPSOR\PHQWPXVWRFFXULQILQLWHO\RIWHQ
,QWKLVFDOFXODWLRQLWLVFOHDUWKDWDV ®LWLVSRVVLEOHWRFRQVWUXFWHTXLOLEULDLQZKLFKWKHUH
LVIXOOHPSOR\PHQWIRULQFUHDVLQJO\ORQJSHULRGVRIWLPH,WLVWHPSWLQJWRDUJXHWKDWWKLVPHDQV
DSSUR[LPDWHHIILFLHQF\LVDWWDLQHGDVZHDSSURDFKWKHOLPLW+RZHYHUDVWKHSHULRGRIIXOO
HPSOR\PHQWJURZVORQJHUWKHFDSLWDOLVW
VGLVFRXQWIDFWRUJURZVFORVHUWRRQHDWH[DFWO\WKHVDPH
UDWHVRLIZHXVHLWWRGLVFRXQWIXWXUHXQHPSOR\PHQWZHVHHWKDWWKHSUHVHQWYDOXHRIIXWXUH
XQHPSOR\PHQWUHPDLQVXQFKDQJHG
:HVKRXOGQRWHWKDWLWLVQRWWUXHWKDWLQDOOHTXLOLEULDLQYHVWRUVJHWWKHLUUHVHUYDWLRQXWLOLW\
,I FRQWDLQVRQO\WZRSRLQWV Î DQG !IZHNQRZIURPRXUVROXWLRQLQWKHRQH
FDSLWDOLVWFDVHWKDWLI LVFORVHHQRXJKWRRQHWKHUHH[LVWVDQHTXLOLEULXPLQZKLFK LVSOD\HG
LQWKHLQLWLDOSHULRG0RUHRYHUDVORQJDV Î UHJDUGOHVVRIKRZPDQ\SRLQWV KDVWKLVVDPH
HTXLOLEULXPFDQEHHQIRUFHGIRU QHDUHQRXJKRQHE\SXQLVKLQJWKHFDSLWDOLVWZLWK]HURLIKHHYHU
SOD\VDQ\WKLQJRWKHUWKDQ RU
:HVKRXOGDOVRSRLQWRXWWKDWWKHLQHIILFLHQF\FRQFOXVLRQGHULYHVIURPWKHIDFWWKDWWKHRQO\
PHWKRGVRISXQLVKLQJDVLQJOHFDSLWDOLVWLVHLWKHUWRVWRSSURYLGLQJKLPZLWKLQSXWVZKLFKLV
LQHIILFLHQWRUWRWUDQVIHURXWSXWWRWKHLQYHVWRUVZKLFKLVVXEMHFWWRPRUDOKD]DUG,IWKHUHZHUHD
PHWKRGRIFDUU\LQJRXWWUDQVIHUSD\PHQWVWKDWZDVSHUIHFWO\REVHUYHGDQGVRQRWVXEMHFWWRPRUDO
KD]DUGLWFRXOGEHXVHGDVDQDOWHUQDWLYHPHWKRGRISXQLVKLQJFDSLWDOLVWVZKRGHIDXOWRQORDQV
DQGWKHLQHIILFLHQF\ZRXOGQRWDULVH$OWKRXJKWKHXSSHUERXQGRQHDFKLQGLYLGXDOFDSLWDOLVWV

SD\RIIZRXOGQRWFKDQJH
$VLPSOHLIDUWLILFLDOZD\WRPRGLI\WKHH[DPSOHWRPDNHWKLVSRLQWLVWRHQGRZHDFK
FDSLWDOLVWZLWKP! [vISXQLWVRIDSXUHFRQVXPSWLRQJRRGKRQH\YDOXHGRQO\E\WKH
FDSLWDOLVWVDQGVRPHWKLUGJURXSRISOD\HUVGURQHVZKRKDYHQRUROHLQWKHJDPHRWKHUWKDQ
DFFHSWLQJKRQH\IURPWKHFDSLWDOLVWV,IWKHLQYHVWRUVYDOXHGKRQH\WKHQWKHFDSLWDOLVWVFRXOGSD\
WKHPLQKRQH\DQGWKLVZRXOGFLUFXPYHQWWKHPRUDOKD]DUGSUREOHP
&DSLWDOLVWVPDNHWKHLUWUDQVIHUVLIDQ\WRWKHGURQHVDWWKHVWDUWRIHDFKSHULRGEHIRUHWKH
LQYHVWRUVPDNHOHQGLQJGHFLVLRQVDQGWKHVHWUDQVIHUVDUHREVHUYHGE\WKHLQYHVWRUV
&RQVLGHUDVWUDWHJ\SURILOHRIWKHIROORZLQJIRUPDORQJWKHHTXLOLEULXPSDWKDOORIWKH
LQYHVWRUVOHQGWRWKHFDSLWDOLVWDQGWKHFDSLWDOLVWDOZD\VFKRRVHVDL  $Q\SHULRGLQZKLFKWKH
FDSLWDOLVWSD\VEDFNOHVVWKHQ [vISKHPDNHDWUDQVIHURIKRQH\RIVL]H5WREHGHWHUPLQHGWR
WKHGURQHV,IKHIDLOVWRGRVRZHUHYHUWWRWKHQRWUDGHHTXLOLEULXPIRUHYHU:HFODLPIRU 
VXIILFLHQWO\ODUJHZHFDQILQGDQ5VRWKDWWKHVHVWUDWHJLHVDUHDQHTXLOLEULXP
7KHLQYHVWRUV
EHKDYLRULVFOHDUO\RSWLPDOJLYHQWKHVWUDWHJ\RIWKHFDSLWDOLVW,IZHVHW5 
[vIS ZKLFKLVOHVVWKDQWKHFDSLWDOLVW
VHQGRZPHQWZKHQHYHU ³WKHQWKHFDSLWDOLVWGRHV
QRWKDYHDQ\LQFHQWLYHWRGHYLDWHIURPSD\LQJWKHLQYHVWRUV&DQKHJDLQE\UHIXVLQJWRSD\WKH
KRQH\WRWKHGURQHV")RU ³WKHILQHSDLGWKHGURQHVLVOHVVWKDQ [vISZKLOHWKHORVVRI
SURILWIURPSXQLVKPHQWLVDIL[HGDPRXQWIRUHYHU,WIROORZVWKDWIRU QHDUHQRXJKRQHWKH
FDSLWDOLVWVKRXOGSD\WKHGURQHV
7KHVHVWUDWHJLHVWKHUHIRUHIRUPDQHTXLOLEULXPIRU QHDUHQRXJKWRRQH0RUHRYHUWKHUH
LVIXOOHPSOR\PHQWRQWKHHTXLOLEULXPSDWKVRWKLVHTXLOLEULXPLVHIILFLHQW7KHNH\KHUHLVWKDW
WKHWUDQVIHUVRIKRQH\DUHDQHIILFLHQWZD\RISXQLVKLQJWKHFDSLWDOLVWZKLOHWKHWKUHDWRIVKXWWLQJ
GRZQWKHHFRQRP\WRIRUFHWKHFDSLWDOLVWWRDFFHSWKLVSXQLVKPHQWGRHVQRWKDYHWREHH[HFXWHG
DQGVRKDVQRQHJDWLYHHIILFLHQF\LPSOLFDWLRQV
/HQGLQJ%HWZHHQ&DSLWDOLVWV%XORZDQG5RJRII>@DUJXHWKDWLQWKHFDVHRIVRYHUHLJQ
GHEWWKHDELOLW\RIDERUURZHUWRPDNHGHSRVLWVLQDEDQNDWWKHFRPSHWLWLYHLQWHUHVWUDWHPHDQV
WKDWUHSXWDWLRQDORQHLVQRWHQRXJKWRFUHDWHDPDUNHWIRUGHEWWKHUHLVDOZD\VDSRLQWDWZKLFKLW
ZRXOGEHRSWLPDOIRUWKHERUURZHUWRUHQHJHRQWKHGHEWDQGGHSRVLWWKHSURFHHGVLQDEDQN7KLV
PLJKWVXJJHVWWKDWLIZHH[SDQGWKHPRGHOE\DOORZLQJSHUPLWWLQJFDSLWDOLVWVWRIUHHO\WUDQVIHU
FRQVXPSWLRQWRRQHDQRWKHUDQGWKHUHDUHWZRRUPRUHRIWKHPWKHHTXLOLEULXPVHWZRXOGFROODSVH
WRWKHVWDWLFHTXLOLEULXPEXWWKLVLVQRWWKHFDVH$Q\HTXLOLEULXPRIWKHPRGHOZLWKRXWWUDQVIHUV
LVDOVRDQHTXLOLEULXPRIWKHPRGHOZLWKWUDQVIHUVSURYLGHGDOOFDSLWDOLVWVIROORZWKHVWUDWHJ\RI
QHYHUUHSD\LQJDQ\ORDQV7KLVFRQWUDVWVZLWKWKH%XORZ5RJRIIDVVXPSWLRQWKDWEDQNVPXVW
UHSD\DOOGHSRVLWRUV,QRXUPRGHOWKLVDPRXQWVWRSLFNLQJRQHHTXLOLEULXPIURPWKHHTXLOLEULXP
VHW
6LQFHPDQ\IHDWXUHVRIRXUPRGHODUHXQUHDOLVWLFZHGRQRWFRQWHQGWKDWRXUFRQFOXVLRQV
DUHPRUHSODXVLEOHWKDQWKHLUV+RZHYHUVLQFHLQRXUPRGHOOHQGLQJLVHQIRUFHGE\WKHWKUHDWRI
H[FOXVLRQIURPIXWXUHERUURZLQJWKHLUDVVHUWLRQWKDWXQGHUIDLUO\JHQHUDOFRQGLWLRQVOHQGLQJ
FDQQRWEHVXSSRUWHGE\DFRXQWU\
VUHSXWDWLRQIRUUHSD\PHQWLVWRRVWURQJ
2YHUODSSLQJ*HQHUDWLRQV6RIDUZHKDYHDVVXPHGWKDWLQYHVWRUVOLYHLQQRQRYHUODSSLQJ
JHQHUDWLRQV$OWKRXJKQRWHVSHFLDOO\UHDOLVWLFWKLVKDVWKHYLUWXHWKDWLWPDNHVWKHHQYLURQPHQWD
UHSHDWHGJDPH0RUHRYHULWLVHTXLYDOHQWWRDQHFRQRP\LQZKLFKWKHUHDUHWZRSHULRGOLYHG
RYHUODSSLQJJHQHUDWLRQVRILQYHVWRUVDQGWKHFRPSOHWHO\SHULVKDEOHFRQVXPSWLRQJRRGPD\QRWEH
XVHGDVDVXEVWLWXWHIRULQYHVWPHQWLQWKHSURGXFWLRQSURFHVV6LQFHLQYHVWRUVZLVKWRFRQVXPH
RQO\ZKHQROGDQGWKHFRQVXPSWLRQJRRGLVSHULVKDEOHWKHUHLVQRSXUSRVHLQWUDQVIHUULQJWKH
FRQVXPSWLRQJRRGWR\RXQJLQYHVWRUV$VDUHVXOWWKHUHLVQRSRVVLEOHWUDGHEHWZHHQROGDQG
\RXQJLQYHVWRUVDQGWKHHFRQRP\LVLQHIIHFWRQHZLWKQRQRYHUODSSLQJJHQHUDWLRQVRILQYHVWRUV
,IJHQHUDWLRQVOLYHPRUHWKDQWZRSHULRGVKRZHYHUDGGLWLRQDOSRVVLELOLWLHVDULVH:LWKQRQ
RYHUODSSLQJJHQHUDWLRQVH[WHQGLQJWKHOLIHRILQYHVWRUVGRHVQRWOHDGWRDQ\JUHDWFRPSOLFDWLRQ
+RZHYHULQWKHRYHUODSSLQJJHQHUDWLRQVFDVHFDSLWDOLVWVDUHQRORQJHUQHFHVVDU\LQRUGHUWR
DUUDQJHSURGXFWLRQ6XSSRVHWKDWLQYHVWRUVOLYHWKUHHSHULRGVKDYHHQGRZPHQWRQO\ZKHQ\RXQJ
DQGZLVKWRFRQVXPHRQO\ZKHQROGEXWWKDWWKH\DUHDOVRPLGGOHDJHGLQEHWZHHQ7KLVKDVWKH
LPSOLFDWLRQWKDWWKH\FDQHQJDJHLQSURGXFWLRQZKHQPLGGOHDJHG&RQVLGHUWKHIROORZLQJ
VWUDWHJLHV(DFKSHULRGDPLGGOHDJHGLQYHVWRULVSLFNHGDWUDQGRPIURPWKHSRRORIHOLJLEOH
PLGGOHDJHGLQYHVWRUVDQGDOO\RXQJLQYHVWRUVJLYHKLPWKHLULQYHVWPHQWLQSXW7KHOXFN\
GHVLJQHHWKHQSURGXFHVDQGFRQVXPHVDOOWKHRXWSXWKLPVHOI<RXQJLQYHVWRUVDJUHHWRSDUWLFLSDWH
LQWKLVVFKHPHEHFDXVHLIWKH\GRQRWWKH\DUHQRWHOLJLEOHZKHQWKH\EHFRPHPLGGOHDJHG
8QGHURXUH[WUHPHDVVXPSWLRQRIULVNQHXWUDOLW\WKLVVFKHPHDFWXDOO\LPSOHPHQWVWKHILUVWEHVW
2QFHULVNDYHUVLRQLVLQWURGXFHGDORWWHU\VFKHPHRIWKLVW\SHEHFRPHVOHVVGHVLUHDEOH,I
WKHLQGLYLVLELOLWLHVDUHODUJHWKHLQHIILFLHQF\LVODUJHDVZHOO,PDJLQHFRPSHQVDWLQJHPSOR\HHVDW
*HQHUDO0RWRUVE\DVPDOOFKDQFHDWDOORI*HQHUDO0RWRUVSURILWVIRUD\HDU&RQVHTXHQWO\ZKLOH
FDSLWDOLVWVDUHQRWQHFHVVDU\IRUSURGXFWLRQLQWKLVPRUHJHQHUDOVHWXSWKH\ZLOOKDYHDUROHWR
SOD\LILQGLYLVLELOLWLHVDQGULVNDYHUVLRQDUHODUJHFRPSDUHGWRWKHORVVHVFDXVHGE\WKHFDSLWDOLVWV
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7KH5ROHRI5HSXWDWLRQ7KHDQDO\VLVVRIDUKDVEHHQLQWHUPVRIDUHSHDWHGJDPH7KH
HTXLOLEULXPLQYROYHVUHSXWDWLRQLQWKHORRVHVHQVHWKDWFDSLWDOLVWVUHSD\ORDQVVRWKDWWKH\ZLOO
EHDOORZHGWRERUURZLQWKHIXWXUH+RZHYHUUHSXWDWLRQKHUHLVSXUHO\DQHTXLOLEULXP
SKHQRPHQRQLQWKHVHQVHWKDWUHSD\PHQWRIDORDQQHHGQRWQHFHVVDULO\VLJQDODIXWXUH
ZLOOLQJQHVVWRUHSD\.UHSVDQG:LOVRQ>@DQG0LOJURPDQG5REHUWV>@KDYHLQWURGXFHGD
PRUHH[SOLFLWVRUWRIUHSXWDWLRQ,IWKHLQYHVWRUVDSULRULVXVSHFWWKDWWKHUHLVDSRVVLELOLW\WKDWWKH
FDSLWDOLVWVZLOOFKRRVHWRUHSD\UHJDUGOHVVRIIXWXUHFRQVHTXHQFHVWKHQFDSLWDOLVWVFDQPDLQWDLQ
WKLVEHOLHIE\UHSD\LQJ)XGHQEHUJDQG/HYLQH>E@KDYHVKRZQWKDWW\SLFDOO\ZLWKDVLQJOH
SDWLHQWFDSLWDOLVWWKLVW\SHRIH[SOLFLWUHSXWDWLRQOHDGVKLPWRGRDVZHOODVKHFRXOGWKURXJK
SUHFRPPLWPHQWVRORQJDVWKHVWDJHJDPHKDVVLPXOWDQHRXVPRYHV
+RZHYHUZKHQWKHVWDJHJDPHKDVVHTXHQWLDOPRYHVZHREWDLQDORZHUERXQGRQWKH
SRZHURIUHSXWDWLRQHIIHFWVWKDWFDQEHORZHUWKDQWKHFRPPLWPHQWSD\RII,QH[DPSOHVZLWK
VHTXHQWLDOPRYHVEXWQRPRUDOKD]DUGZHFDQVKRZWKDWWKLVORZHUERXQGLVLQIDFWWLJKWE\
FRQVWUXFWLQJHTXLOLEULDWKDWKROGWKHORQJUXQSOD\HUWRWKHORZHUERXQGEXWZKHWKHUWKHORZHU
ERXQGLVWLJKWLQJDPHVZLWKVHTXHQWLDOPRYHVDQGPRUDOKD]DUGLVVWLOODQRSHQTXHVWLRQ
7RVHHZK\ZHFRQVWUXFWDQHTXLOLEULXPLQWKHLQYHVWPHQWJDPHWKDWKROGVWKHFDSLWDOLVWWR
SD\RII]HURHYHQZKHQH[SOLFLWUHSXWDWLRQLVFRQVLGHUHGIRUWKHFDVHZKHUHS VRWKHUHLVQR
PRUDOKD]DUG7KHEHVWHTXLOLEULXPSD\RIIZLWKUHSXWDWLRQHIIHFWVKHUHLV[v>I@DQGWKLVFDQEH
REWDLQHGHYHQZLWKRXWUHSXWDWLRQZLWKWKHLQYHVWRUVWUDWHJLHVRIQHYHULQYHVWLQJZLWKDFDSLWDOLVW
ZKRGHIDXOWV1RZVXSSRVHWKDWWKHUHLVDQRWKHUW\SHRIFDSLWDOLVWWKHVWURQJFDSLWDOLVWZKR
DOZD\VSD\VI&RQVLGHUWKHIROORZLQJVWUDWHJ\SURILOHWKHRULJLQDOFDSLWDOLVWGRHVQRWUHSD\WKH
ILUVWORDQKHUHFHLYHVDQGQRLQYHVWRUHYHULQYHVWV,IVRPHLQYHVWRUGRHVLQYHVWDQGWKHQ
UHJDUGOHVVRIZKDWWKHFDSLWDOLVWGRHVVZLWFKWRWKHHTXLOLEULXPLQZKLFKWKHLQYHVWRUVDOZD\V
LQYHVWVDQGWKHFDSLWDOLVWDOZD\VUHSD\V7KLVPHDQVWKDWWKHUHLVQRDGYDQWDJHLQLPLWDWLQJWKH
VWURQJFDSLWDOLVW
7KLVFRQVWUXFWLRQUHOLHVRQWKHIDFWWKDWZLWKRXWPRUDOKD]DUGWKHFRPPLWPHQWSD\RIILV
DWWDLQDEOHDVDQHTXLOLEULXPHYHQZLWKRXWUHSXWDWLRQVRWKDWZHFDQFRQVWUXFWDQHTXLOLEULXPLQ
ZKLFKDQLQLWLDOGHIDXOWKDVQRFRVW:KHQWKHUHLVPRUDOKD]DUGDQLQLWLDOGHIDXOWPD\KDYHD
FRVWEHFDXVHLWUHYHDOVWKDWWKHFDSLWDOLVWLVQRWVWURQJWKHUHIRUHUHVWULFWLQJKLPWRWKHPRVWKH
FDQJHWZLWKRXWUHSXWDWLRQ([DFWO\ZKDWWKHEHVWDQGZRUVWHTXLOLEULXPDUHLQWKLVPRGHOLVDV
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